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In testimony before the House Banking Committee Oct. 29, three noted economists called for lower
interest rates, further devaluation of the dollar, and less dependence on international cooperation
to avoid economic turmoil following the recent stock market plunge. "The United States should
explicitly but amicably abandon the policy of international macroeconomic coordination," said
Martin Feldstein, chairman of President Reagan's Council of Economic Advisers from 1983 to
1984. Reagan and Treasury Secretary James Baker have followed a different course, repeated in
recent declarations that the US intends to honor the Louvre Accord of last February, which calls for
cooperation among major industrial countries to achieve acceptable international economic growth
and exchange rate stability. John Kenneth Galbraith, an author and retired economic professor at
Harvard University, and Herbert Stein, chairman of the Council of Economic Advisers from 1972
to 1974, agreed that the US now had to concentrate on getting its own house in order. The fourth
prominent economist at the hearing on the effects of the stock market decline on the economy
disagreed with his colleagues on the need for less international economic coordination. Allen Sinai,
chief economist at Shearson Lehman Brothers, argued that foreign countries, particularly Germany
and Japan, must be convinced to stimulate their economies and better coordinate policy with the
United States. He said, "The external and internal imbalances of the United States and its major
trading partners are so far out of sync that only a radical solution can be curative." Sinai called for
a $50 billion reduction this year in the US budget deficit, half by raising taxes and half by cutting
spending, and smaller reductions the following two years. This would be an important signal, he
said, that the US is trying to correct economic imbalances. Such reductions, he cautioned, would
quickly produce a recession if the Federal Reserve did not ease monetary policy. Sinai called for
a policy that would reduce interest rates by two to three percentage points, thereby stimulating
consumer spending. However, the budget reductions and the lower interest rates would drive the
value of the dollar down, he said. This would convince Americans to buy fewer imports, which
means foreign countries would have to stimulate their economies to take up the slack. Sinai added
that the three policies cannot be separated if the United States and the world is to forestall a
recession. Feldstein said he was concerned that too large a budget reduction too quickly would
send the economy into a recession. More important is to show determination to reduce the deficit
annually, to lower the dollar to make US exports more competitive and to lower interest rates to
stimulate US demand, he said. Stein testified that the stock market plunge might induce consumers
and businesses to spend cautiously. This could produce a recessionary tendency, which would be
reduced by a decline in interest rates and in the value of the dollar. Galbraith wrote a magazine
article last January predicting that the stock market rise would break. He told the Committee that
the "deeper cause" of the plunge is the economic policy of the 1980s that reduced income taxes and
increased defense spending, interest rates and the value of the dollar.
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